A  U.G  U  S  T    19  9  3 


Scoping  the  U.S.  Payroll/Human  Resource  Market: 

1993  - 1998 


For 


Ceridian  Corporation 


INPUT 


The  Atrium  at  Glenpointe,  400  Frank  W.  Burr  Boulevard,  Teaneck,  NJ  07666  201-801-0050 


Scoping  the  U.S.  Payroll/Human  Resource  Market:  1993  - 1998 


INPUT 


Prepared  by 
INPUT 

The  Atrium  at  Glenpointe 
400  Frank  W.  Burr  Boulevard 
Teaneck,  New  Jersey  07666 
U.S.A. 


Scoping  the  U.S.  Payroll/Human  Resource  Market:  1993  - 1998 


INPUT  exercises  its  best  efforts  in  preparation  of  the 
information  provided  in  this  report  and  believes  the 
information  contained  herein  to  be  accurate.  However, 
INPUT  shall  have  no  liability  for  any  loss  or  expense  that 
may  result  from  incompleteness  or  inaccuracy  of  the 
information  provided. 


YC2»  100*  1993 


Scoping  the  U.S.  Payroll/Human  Resource  Market:  1993  - 1998 


INPUT 


I 

BACKGROUND 


Earlier  in  1993,  DnIPUT  performed  a  study  for  Ceridian  on  the 
payroll  and  associated  HR  needs  in  large  organizations.  This 
study  is  related  to  that  study;  however,  this  study  looks  at  the  size 
and  direction  of  the  payroll  and  HR  markets  overall  in  the  U.S. 
over  the  next  five  years. 

INPUT  targeted  telephone  interviews  with  200  organizations  in 
the  U.S.  to  understand  their  plans  and  directions.  INPUT 
prepared  a  questionnaire,  which  Ceridian  reviewed  and  modified. 
After  review,  258  interviews  were  conducted  in  July  and  August 
1993. 

•  Respondents  were  qualified  on  whether  they  were  involved  in 
the  approval  or  recommendation  process  in  one  or  more  of  the 
following  areas: 

-Applications  changes  or  expenditures 
-Changes  to  the  technical  environment 
-Vendors  to  be  used 

•  Companies  were  selected  to  be  representative  of  major 
industries  (Exhibit  1). 

•  The  size  distribution  of  companies  interviewed  is  shown  in 
Exhibit  2. 


Respondents  were  informed  and  forthcoming.  The  only  area 
where  some  respondents  had  difficulty  responding  was  in  the  area 
of  current  and  future  expenditures:  The  problem  was  not  that 
such  information  was  proprietary,  but  that  the  information  was  not 
known.  However,  sufficient  information  was  obtained  to  provide 
guidance  on  expenditures. 
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APPLICATIONS  REPLACEMENT 


Over  40%  of  companies  interviewed  are  likely  to  make  substantial 
changes  or  replace  in  the  next  five  years. 

•  Payroll,  HR  information  and  timekeeping  are  the  applications 
most  likely  to  have  such  changes  made  (Exhibit  3). 

•  Generally,  if  major  changes  are  being  planned  in  payroll,  HR  is 
likely  to  be  changed  also.  That  is,  the  percentages  in  Exhibit  3 
are  not  additive,  but  some  of  the  secondary  appUcations  may  be 
changed  if  a  major  apphcation  is  changed. 

•  This  is  in  keeping  with  the  major  movement  toward  integrating 
payroll  and  HR-related  activities,  as  shown  in  Exhibit  4. 

•  Similarly,  general  ledger/accounting,  labor  distribution  and 
budgeting  are  also  seeing  their  links  to  payroll  being  further 
tightened  (Exhibit  5). 

Currently,  about  half  the  companies  interviewed  use  a  software 
package  for  their  payroll  needs  and  about  one-quarter  each  use 
custom  software  or  processing  (Exhibit  6). 

•  These  percentages  will  remain  relatively  stable,  except  that  those 
now  planning  to  use  a  processing  service  drop  appreciably. 

•  The  picture  is  similar  for  HR  information,  except  that  both 
custom  software  and  processing  fall  (Exhibit  7).  Processing 
starts  from  a  somewhat  lower  initial  penetration  ~  not  surprising 
given  the  prevalence  of  payroll  service. 
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There  is  actually  a  great  deal  more  movement  between  sources  of 
processing  than  appears  on  the  surface  of  these  figures. 

•  For  example,  even  though  software  packages  show  a  net  increase 
in  the  payroll  area,  almost  40%  of  current  packaged  software 
users  are  either  planning  to  use  another  source  or  are  not  sure 
what  source  they  will  end  up  using. 

•  This  points  to  considerable  change  and  turmoil  in  the 
marketplace.  As  indicated  in  the  earlier  study,  this  is  an  area 
that  is  ready  for  change. 

This  change  is  also  seen  on  the  type  of  platform  used  for 
processing.  Exhibit  8  shows  that  mainframes  are  still  used  in 
almost  half  the  companies  interviewed. 

•  INPUT  expects  the  use  of  mainframes  to  drop  appreciably, 
perhaps  by  over  half  in  the  next  several  years. 

•  Minis  will  hold  there  own  as  solutions  like  the  AS/400  continue 
to  be  implemented,  but  no  significant  growth  is  expected. 

•  PC/workstation  platform  use  will  only  increase  marginally; 
however,  within  that  area  there  will  be  changes  from  "PCs-on- 
LANs"  to  a  true  client/server  environment.  Currently,  most  of 
those  involved  in  payroU/HR  applications  decision  making  have 
a  very  rudimentary  grasp  of  client/server  issues. 
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PAYROLL/HR  APPLICATIONS  EXPENDITURES 


Currently,  annual  software/services  expenditures  in  the 
payroll/HR  area  are  approximately  $3  billion.  The  average 
"normal"  increase  in  expenditures  in  the  companies  interviewed  is 
about  5%  (Exhibit  9). 

•  Note,  however,  that  almost  half  see  increases  of  below  3%. 

•  This  is  typical  of  trying  to  hold  down  the  increases  in  "staff 
functions. 

A  positive  note  is  that  over  half  of  the  companies  plan  on  making 
special  expenditures,  often  in  connection  with  new  systems 
(Exhibit  10).  Only  a  quarter  of  companies  can  actually  put  a 
dollar  value  on  these  expenditures  at  this  time. 

•  For  those  companies  that  can  quantify  these  special 
expenditures,  the  typical  figure  is  in  the  mid-six  figures  (Exhibit 
11). 

•  The  most  common  focus  of  the  expenditure  is  for  in-house  staff 
or  packaged  software  (Exhibit  12).  Obviously,  many  companies 
will  be  spending  across  several  categories. 

One-third  of  companies  report  a  50-50  spUt  between  payroll  and 
HR  expenditures.  There  is  tendency  for  payroll/HR  spending  to 
be  tilted  somewhat  toward  payroll  (Exhibit  13).  INPIJT  would 
treat  these  figures  cautiously,  because: 

•  Some  HR  functions  are  "buried"  in  payroll  and  no  one  bothers  to 
allocate  them  precisely. 

•  Payroll  costs  are  often  more  centralized  and  visible. 

•  Dollar  reporting  was,  relatively  speaking,  the  area  that 
respondents  had  the  most  trouble  with. 
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OUTSOURCING 


One  of  the  most  important  findings,  in  INPUTs  opinion  is  the 
number  of  companies  which  had  been,  or  still  were,  considering 
outsourcing  the  payroU/HR  function.  Thirty  percent  were  still 
considering  outsourcing  (Exhibit  14).  INPUT  believes  the  factors 
behind  this  include  the  following: 

•  Functional  areas  facing  very  low  budget  growth  are  prime 
candidates  for  the  outsourcing  of  the  entire  function  (and  not 
just  the  data  processing  piece). 

•  Many  companies  are  still  pursuing  headcount  reductions; 
outsourcing  is  one  of  the  less  disruptive  ways  of  doing  so, 
especially  if  the  outsourcer  takes  many  of  the  people  into  its 
organization. 

•  The  increasing  burdens  and  complexities  of  the  HR  function 
makes  outsourcing  to  a  specialist  organization  attractive. 

Companies  considering  outsourcing  have  a  somewhat  higher  level 
of  need  to  change/replace  most  applications,  compared  to  the 
typical  company  (Exhibit  15). 

There  does  not  appear  to  be  any  strong  correlation  between 
companies  considering  outsourcing  and  company  size  (Exhibit  16): 
PayrolI/HR  problems  occur  in  all  sizes  of  company. 
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Exhibit  17  shows  that  companies  considering  outsourcing  are  less 
likely  to  use  packaged  software  and  more  likely  to  now  be  using  a 
processing  service  compared  to  companies  generally  (as  shown 
previously  in  Exhibit  6), 

•  Their  falloff  in  using  processing  services  in  the  future  is  much 
less  steep  than  for  companies  generally. 

•  They  do  not  want  to  continue  using  custom  software. 

One  of  the  problems  facing  the  prospective  outsourcing  customer 
is  that  its  choices  are  limited:  ADP,  for  example,  has  held  back 
from  addressing  this  part  of  the  market. 
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Distribution  of  Responding 
Companies  by  Employee  Size 
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Exhibit  3 


Applications  With  a  High  Likelihood  of 
Change  or  Replacement 
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Closeness  of  Payroll/HR 
Applications  Integration 
(All  Companies) 
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Functions/Applications 
Linked  to  Payroll/HR 
(All  Companies) 
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Exhibit  6 


Current  and  Future  Sources 
of  Payroll  Applications 
(All  Companies) 
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Exhibit  7 


Current  and  Future  Sources  of 
HR  Information  Applications 
(All  Companies) 
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Exhibit  8 


Current  Source  of  Processing 
(All  Companies,  Payroll/HR) 
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Expected  Annual  Increase  in 
Spending  for  Payroll/HR  Applications 

(All  Companies) 
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Special  Expenditures  Planned  on 
Payroll/HR  in  Next  5  Years 
(All  Companies) 
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Amount  of  Special  Expenditures 
(All  Companies) 
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Type  of  Special 
Expenditures 
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Split  in  Payroll  &  HR  Application  Spending 

(All  Companies) 
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Has  Payroll/HR  Outsourcing 
Been  Considered? 
(All  Companies) 
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Applications  Changes/Replacement  Planned 
by  Companies  Considering  Outsourcing 
(Compared  to  All  Companies) 
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Applications  Clianges/Replacement  Planned 
by  Companies  Considering  Outsourcing 
(Compared  to  All  Companies) 
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Consideration  of  Payroll/HR 
Outsourcing  by  Company  Size 
(Number  of  Employees) 
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Exhibit  17 

Current  and  Future  Sources  of 
Payroll  Applications 
(Companies  Considering  Outsourcing) 
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